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Growing Pains in Latin America



Motivation

ÅEven in the good years of 2003 ï2007, when Latin 
America (and everybody else) was growing, the regionôs 
income per-capita gap relative to high income countries 
and other emerging-market economies widened and 
poverty remained stubbornly high.

ÅIncreasing discontent among large segments of the 
population with the results of market-based reforms put 
the brakes on further reform efforts.



ÅWhat can individual Latin American countries do to 
accelerate economic growth while ensuring its 
sustainability?

And:

ÅHow to tackle this complex issue, given that the region 
has already undertaken a significant number of reforms 
and policies?

By developing and applying a straightforward and 
simple analytical framework especially designed for 
Latin America

Questions



Understanding Latin America
Three features distinguish Latin America from other developing regions of the 
world:

I. IT IS THE MOST FINANCIALLY OPEN

Å The emphasis on capital account liberalization began in the late 1980s with the 
introduction of the Brady Plan

Å Financial Openness has increased both the regionôs financing capacity and its 
vulnerability to developments in international capital markets.



Understanding Latin America

I. IT IS THE MOST FINANCIALLY OPEN

Å Whit the exception of a few countries (most notably Argentina, Ecuador and 
Venezuela), capital controls have not been in the policy agenda (not even in the 
peak of the crisis).

Å The fundamental reason: national saving rates have remained extremely low.

Open capital accounts in Latin America are here to stay



Understanding Latin America

II. LATIN AMERICA IS THE DEVELOPING WORLDô MOST

DEMOCRATIC REGION

Å This implies that pro-growth reforms might prove unsustainable if the reformsô 
benefits donôt reach a large proportion of votersé

é and explains discontent with the market economy and the election of several 
ñleftistò Presidents.



Understanding Latin America

II. LATIN AMERICA HAS THE WORLDô MOST UNEQUAL

DISTRIBUTION OF INCOME

Evidence indicating a negative relationship between inequality and the reform 
process in Latin America might be related to the unique combination of the region 
being the most democratic and the most unequal.



An Analytical Framework for Growth

in Latin America

ÅAll growth frameworks seek to identify the main 
foundations that encourage the accumulation of physical 
and human capital as well as improvements in 
technology.

ÅA contribution of this book is that foundations are 
identified by taking into account the specific features of 
Latin America.



The Growth Foundations

The high degree of financial openness of Latin America indicates 
that the region has chosen to allow market forces, through the 
behavior of the international capital markets, to assess the 
performance of their economies.

Thus, the first basic foundations are those that create incentives for 
the appropriate functioning of markets:

1) Secure property rights so that individuals and firms can benefit 
from their investment.

2) Sufficiently equal opportunities to level the playing field by 
lowering barriers to entry to allow individuals and firms without 
political connections or large wealth to succeed.

3) Sufficient economic and political competition, to avoid capture 
of state by powerful elites.



The Growth Foundations

But the sustainability of market-based growth in the 
context of financial openness requires as a fourth 
foundation:

4) Macroeconomic Stability without which the ability of 
any other policies and reforms to deliver growth would 
be severely curtailed because of the regionôs 
vulnerability to deterioration in investorsô perceptions.



The Growth Foundations

ÅA fifth foundation arises out of the need to reconcile 
market-based reform with the discontent of large segments 
of the population regarding the functioning of the market 
system.

ÅThe regionôs unique combination of being the most 
democratic and the most unequal implies that a necessary 
growth foundation is:

5) Broad sharing of benefits from growth to allow for 
sustainable market-based reforms backed by 
population support.



Can Reforms Impact the Growth Foundations?

ÅA literature review says Potentially YES

ÅIn practice, however, this has not always been the case.

Trade V VV ? ?

Financial V V V VV V

Labor V VV V

Pension V VV VV ?

Privatization with regulation
b 

V V V V

Budgetary institutions V V VV V

Education
c

V V VV

Fiscal Decentralization ? ? VV

Tax reform ? V V V V

Judiciary VV V V V V

Electoral process V V V V

Legislative V V V V V

Anti-corruption V V V V V

Broad sharing of 

growth benefits
Property rights Equal opportunity Competition

Macroeconomic 

stability
Reform



Applying the Framework to Five Case Studies:


